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President's Report 


The year 1977 resulted in Whonnock 
Industries Limited achieving record 
production,sales and the highest net 
earnings in the history of the company. 


The factors contributing to the record 
year were a strong lumber market and 
the decrease in the value of the 
Canadian Dollar. Management expects 
that these factors will remain for most 

of the 1978 year with some strengthening 
of the Canadian Dollar towards the 

end of the year. 


Your company continued its expansion 
policy during 1977 with the purchase 

of McDonald Cedar Products Limited. 
The purchase of this company not only 
increases the potential sales and profits 
of the company but also diversifies our 
production capabilities with a specialty 
cedar sawmill. 


The year 1977 also resulted in an offer 
being made to the shareholders by 
Sauder Industries Limited. The 
management and directors of the 
company are pleased to report that 


86.6% of the common shares were for most of the year, the pulp market 

tendered and Sauder was successful remains weak which could affect chip 
in acquiring 52% interest in Whonnock revenue. 

Industries Limited. We look forward with confidence and 
The company completed a new planer optimism to Fiscal 1978. 

mill at the interior operations during Respectfully submitted, 

1977. This new mill will result in 

increased productivity with lower costs. a 

Management will continue to carry out \ 4a 


its policy of capital expenditures 
resulting in efficient production units 
and lower costs. 


Although we expect the lumber, shake 
and shingle markets to remain strong 


President and Chief Executive Officer. 
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| Coastal Operations 


Lumber production for the coastal operations 
increased dramatically in 1977. A full year 
of production from the Pacific Pine Division, 
plus partial production from the acquisition 
of McDonald Cedar Products, brought the 
production total to 185,955 FBM, up from 
the previous high of 99,436 FBM in 1976. 


Proportionate increases were reflected in 
our by-products as wood chip units rose 
from 111,200 to 149,728 and sawdust units 
from 36,078 to 72,810. 


The new shake mill continued to show its 
potential by increasing production from 
112,509 squares in 1976 to 162,190 squares 
in 1977. 
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EOG SOURCE 


VOLUME THROUGH MILL - 1977 
331,614 Cunits 

Crown Cutting Permits - 34% 
111,869 Cunits 

Timber Berths and Licenses - 1% 
3,662 Cunits 

Local Purchases - 4% 

12,208 Cunits 

Open Market Purchases - 61% 
203,875 Cunits 


*Cunit equals 
100 cubic feet 


| FIVE YEAR PRODUCTION 1974 1975 1976 1977 
f i | 82. | 
Pee ) bee H | | 
— PmOy i Bs IC La a is es <= we e Rig a ORT ee ee 
ST SP unis fe 70,074 |. 89,1375 |--B3,729 1° 171,200 1 .149,728 Se 
4 ee mm : 4 4 “i w a Hf Te bi and mi J ge ‘ . : ae hg . Ly aie 7 
ped bine Mas —F Dee ee OE bee TS fo a Pith a A E 


Interior Operations 


Last year’s estimated increases in lumber 
production were realized as 88,529 FBM was 
produced, compared to 73,794 FBM in 1976. 


Wood chip production was down from a 
previous high of 40,783 units to 23,600 
units and sawdust increased slightly from 
15,861 UNITS to 17,156 Units: 


LOG sOUREE 


VOLUME THROUGH MILL - 1977 
161,972 Cunits 

Crown Cutting Permits - 86% 
140,232 Cunits 

Timber Berths and Licenses - 3% 
4.162 Cunits 
Local Purchases - 11% 
17,578 Cunits 


‘Cunit equals 100 cubic feet 


FIVE YEAR PRODUCTION 1973 
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Weldco 


Sales for this division of your Company 
almost doubled in 1977, from $3,363,997 
to $7,074,564, showing the results of a 
broader market base established with the 
Garrett Weldco plant and the enlarging of 
the Edmonton operation. Further gains are 
anticipated as demand for the Weldco 
products increases in the forest industries. 
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FIVE YEAR SALES $ 


1973' 2,580,087 
1974| 2,703,668 
1975) 2.398.677 


1976 3,363,997 


1977| 7,074,564 
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WI WHONNOCK INDUSTRIES LIMITED 


(Incorporated under the Laws of British Columbia) 


CONSOLIDATED BALANCE SHEET 


AS AT NOVEMBER 30, 1977 
(with comparative figures for 1976) 


ASSETS 


CURRENT ASSETS 
Trade and other accounts receivable 
Inventories (note 2) 
Prepaid expenses 


INVESTMENTS AND OTHER ASSETS 
Investments and advances, at cost 
Timber sale deposits 


FIXED ASSETS (note 3) 
Property, plant and equipment, at cost 
Less accumulated depreciation 


Timber, at cost less accumulated depletion 
Logging roads, at cost less amortization 


EXCESS OF COST OF SHARES OVER UNDERLYING BOOK 
VALUE AT DATES OF ACQUISITION, less amortization 


Approved by the Board 


C. A. JOHNSON, Director 
R. A. C. McCOLL, Director 


1977 


$ 6,797,385 
20,515,285 
567,325 


27,879,995 


701,920 
301,948 


1,003,868 


29,010,264 


7,911,513 | 
21,098,751 


567,038 
4,889,895 


26,555,684 


3,300,985 
$58,740,532 


1976 


$ 5,631,263 
12,866,893 
131,780 


18,629,936 


653,687 
197,323 


851,010 


21,657,238 
6,474,151 
15,183,087 
672,621 


2,419,985 
18,275,693 


_ 3,400,021 
$41,156,660 


LIABILITIES 


CURRENT LIABILITIES 
Bank indebtedness (note 4) 
Accounts payable and accrued liabilities 
Income taxes payable 
Current portion of long-term debt (note 4) 


LONG-TERM DEBT, less current portion shown above (note 4) 
DEFERRED INCOME TAXES 


SHAREHOLDERS’ EQUITY 


CAPITAL STOCK (note 5) 


Authorized 
3,071,996 class A common shares of no par value 


928,004 class B exchangeable common shares of no par value 
Issued and fully paid 


AMOUNTS RECEIVED UNDER STOCK PURCHASE PLAN (note 5) 


RETAINED EARNINGS 


Commitment (note 9) 


1977 


$ 9,805,377 
8,370,636 
3,628,107 

905,200 


1976 


$ 8,448,541 
5,779,467 
486,325 
566,762 


22,709,320 


15,281,095 


9,003,454 


5,832,274 


3,840,395 


2,553,007 


7,806,661 


7,806,661 


15,380,702 


5,634,500 
5,929 


5,640,029 


11,850,255 


23,187,363 


17,490,284 


$58,740,532 


$41,156,660 
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WI WHONNOCK INDUSTRIES LIMITED 


CONSOLIDATED STATEMENT OF INCOME 


YEAR ENDED NOVEMBER 30, 1977 
(with comparative figures for 1976) 


Sales 
Costs and expenses 
Production 
Selling and administration 
Depreciation 
Depletion and road amortization 
Amortization of excess cost of shares in subsidiary companies 
Interest on long-term debt 
Other interest 


Operating income 
Other income 
Investment income 
Gain on disposal of fixed assets and investments 
Income before income taxes 
Income taxes 
Current 
Deferred 


NET INCOME FOR THE YEAR 


Earnings per share (note 6) 


VOT, 
$81,021,263 


1976 
$43,541,461 


64,043,403 
5,288,701 
1,641,131 

798,822 

99,036 
653,368 
506,931 


34,119,747 
3,538,363 
963,012 
327,597 
99,036 
210,106 
109,364 


73,031,392 


39,367,225 


7,989,871 


58,576 
O/ 022 


4,174,236 


220,850 
26,285 


8,086,369 


4,421,371 


3,176,103 | 


604,442 


3,780,545 


1,185,197 
976,653 


2,161,850 


$ 4,305,824 


$2.24 


$ 2,259,521 
$1.20 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 


YEAR ENDED NOVEMBER 30, 1977 
(with comparative figures for 1976) 


Balance at beginning of year 
Net income for the year 


Less 
Class A common share dividends 
Class B common share dividends 


BALANCE AT END OF YEAR 


ASi77 
$11,850,255 


4,305,824 
16,156,079 


757,858 
17,519 


1976 


$10,334,290 
2,259,521 
12,593,811 


730,053 
13,503 


TSS UC 
$15,380,702 


743,556 
$11,850,255 
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


YEAR ENDED NOVEMBER 30, 1977 
(with comparative figures for 1976) 


WORKING CAPITAL DERIVED FROM 
Operations 
Disposal of property, plant and equipment 
Issue of common shares 
Investments and other assets 
Increase in long-term debt 


WORKING CAPITAL APPLIED TO 
Purchase of property, plant and equipment 
Business acquisitions (note 7) 
Other 
Construction of logging roads 
Increase in investments and other non-current assets 
Long-term debt paid or currently maturing 
Dividends on class A and B common shares 


INCREASE (DECREASE) IN WORKING CAPITAL 
WORKING CAPITAL AT BEGINNING OF YEAR 
WORKING CAPITAL AT END OF YEAR 


1977 


$ 7,496,358 
73,224, 
2,166,632 
67,500 
776,562 


1976 


$ 4,500,295 


43,332 
75,893 
40,308 


10,580,276 


500,000 
3,175,158 
1,245,017 

157,508 
2,905,382 

775,377 


4,659,828 


3,471,409 
1,994,627 
796,070 
287,039 
566,486 
743,556 


8,758,442 


7,859,187 


1,821,834 
3,348,841 


(3,199;359) 
6,548,200 


$ 5,170,675 


$ 3,348,841 


Us 
NOTES TO THE 
CONSOLIDATED 
FINANCIAL 
STATEMENTS 

as 

3. 


4. 


SIGNIFICANT ACCOUNTING POLICIES 
Principles of consolidation 


The consolidated financial statements include the accounts of all subsidiaries, which 
are wholly-owned except as noted: 
Whonnock Lumber Company Limited 
Weldco Limited 
Weldco (Alberta) Ltd. 


Holding Lumber Company Limited 
Holding Forest Products Ltd. 

Adams Lake Sales Co. Ltd. 
Garrett-Weldco Industries, Inc. McDonald Cedar Products Limited 
Wolco Industries Limited Vanco Flight Craft Ltd. (75% owned) 


Where appropriate the total excess cost of shares in subsidiaries over their net book 
values at dates of acquisition has been allocated to the cost of property, plant and 
equipment and is being depreciated in accordance with the company’s regular 
depreciation policy. The unallocated portion is being amortized on a straight-line 
basis over a period not exceeding forty years, resulting in a charge against income 
of approximately $99,000 a year. 


Inventories 


The logs and lumber inventories have been valued at the lower of cost (primarily 
average production cost) and net realizable value. 


The manufacturing inventories have been valued at cost, which is lower than net 
realizable value. 


Depreciation, amortization and depletion 


Depreciation and amortization of plant and equipment is provided on a straight-line 
basis at rates (ranging from 6% to 20%) based on the estimated remaining useful 
lives of the fixed assets. Depletion is computed on the basis of timber cut while 
logging roads are generally amortized on a straight-line basis over six years (1976 — 
eight years). 

Deferred income taxes 
The company follows the policy of charging current earnings with the income taxes 


deferred by claiming capital cost allowance for tax purposes in excess of depre- 
ciation recorded in the accounts. 


Translation of foreign subsidiary statements 

The figures included in these financial statements for the foreign subsidiary have 
been translated into Canadian dollars using the temporal method, under which items 
at current prices are translated at current rates and items carried at past prices (fixed 
assets and inventories) are translated at applicable historic rates. Revenue and 
expenses, other than depreciation, have been translated at the average rate for the 
year. Gains and losses arising from the translation are included in income for the 
year, except that those relating to long-term debt are being amortized over the 
term of the debt. 


INVENTORIES 
1977 1976 
Logs $13,451,967 $ 8,694,667 
Lumber 3,938,178 2,453,502 
Manufactured goods 3,125,140 1,718,724 
$20,515,285 $12,866,893 
FIXED ASSETS 
1977 
Accumulated 1976 
Cost depreciation Net Net 
Land $ 5,297,039 — $ 5,297,039 $ 4,547,040 
Buildings 5,402,865 $ 933,853 4,469,012 2,547,608 
Machinery and equipment) 13,195,670 4,645,210 8,550,460 6,815,327 
Automotive equipment 2,812,882 1,792,776 1,020,106 402,165 
Other 2,301,808 539,674 1,762,134 ; 870,947 
$29,010,264 $7,911,513 $21,098,751 $15,183,087 
LONG-TERM DEBT 
1977 1976 
Bank loan, repayable in annual instalments of $370,000, 
with interest at 174% above prime bank rate $3,330,000 $3,700,000 
Bank loan, repayable in annual instalments of $530,000, 
with interest at 1% % above prime bank rate 5,300,000 = 
U.S. dollar bank loan, repayable in annual instalments 
of U.S. $200,000 commencing on January 1, 1979, 
with interest at 1%% above U.S. prime bank rate 
(U.S. $1,000,000) 1,035,166 600,000 
Other, principally non-interest bearing wtih no specific 
terms of repayment 243,488 99,036 
8% Series A bonds (note 5) — 2,000,000 
9,908,654 6,399,036 
Less current portion included in current liabilities 905,200 566,762 
$9,003,454 $5,832,274 


Bank indebtedness and term loans are secured by a debenture providing a fixed 
charge over certain real property and a floating charge over the assets of certain 
subsidiaries, together with specific assignments of inventories and accounts re- 
ceivable of certain subsidiaries. 
Principal payments due within the next five years (amounts in U.S. $ at par) are as 
follows: 

1978 — $ 905,200 per year: 

1979-1982 — 1,105,000 per year. 


5. CAPITAL STOCK 


& Number 
Class A Class B Amount 


Balance at beginning of year 1,527,358 170,786 $5,634,500 
Warrants exercised by holders of Series A bonds 200,000 — 2,000,000 
Issued under executive stock purchase plan 3,500 48,200 172,161 
NOTES TO THE Exchanged 450 (450) _ 
B 
CONSOLIDATED alance at end of year 1,731,308 218,536 $7,806,661 
The class A common shares are entitled to a preferential non-cumulative dividend 
FINANCIAL of 40¢ per share per annum, before the class B common shares are entitled to any 
dividend. Any additional dividends shall be declared in equal amounts on all com- 
STATEMENTS mon shares. ; : 
(Continued) The class B common shares (carrying ten votes per share) are exchangeable into 


class A common shares (carrying one vote per share) at any time at the option of 
the holder, on the basis of one class A common share for one class B common 
share. 218,536 class A common shares are reserved for the conversion of class B 
common shares. 


With the exercise of the warrants attached to the Series A bonds and the payment 
of all amounts owing under the executive stock purchase plan, there are no longer 
any options or special rights to acquire shares in the company. 


6. EARNINGS PER SHARE 


To give more meaningful comparisons, earnings per share are calculated on the 
number of shares outstanding after conversion of the Series A bonds and completion 
of the executive stock purchase plan. If calculated on the basis of the weighted 
average number of shares outstanding through the year, earnings per share would 
be $2.41 per share (1976 — $1.34 per share). 


7. ACQUISITION OF SUBSIDIARY COMPANY 
On October 21, 1977 the company acquired all the issued share capital of McDonald 
Cedar Products Limited, with effect from October 1, 1977. The acquisition has been 
accounted for as a purchase and the statement of income includes the results of 
this subsidiary for the two months ended November 30, 1977. 


A summary of the assets acquired and consideration given follows: 


Cost of investment $6,800,000 
Less working capital acquired 1,000,000 
Net non-current assets acquired 5,800,900 
Fixed assets $6,321,200 
Investments and other assets 83,100 
6,404,300 
Less deferred income taxes 604,300 
Financed by $5,800,000 
Long-term bank loan ne 5,300,000 
Working capital applied $ 500,000 


8. STATUTORY INFORMATION 
Remuneration of directors and senior officers of the company amounted to $474,176 
(1976 — $419,873). 

9. COMMITMENT 


An actuarial evaluation in 1974 of the company’s pension plan indicated an un- 
funded past service liability of $150,000 which is being funded in equal annual 
amounts over the 15 years ending in 1988. 


10. ANTI-INFLATION LEGISLATION 


The company has operated within the anti-inflation program which establishes 
controls on prices, profit margins, compensation to employees and dividends to 
shareholders. 


Auditors’ Report 


To the Shareholders of 
Whonnock Industries Limited 


We have examined the consolidated balance sheet of Whonnock Industries Limited 
as at November 30, 1977 and the consolidated statements of income, retained 
earnings and changes in financial position for the year then ended. Our examina- 
tion of the financial statements of Whonnock Industries Limited and those sub- 
sidiaries of which we are the auditors was made in accordance with generally 
accepted auditing standards, and accordingly included such tests and other pro- 
cedures as we considered necessary in the circumstances. We have relied on the 
report of the auditors who have examined the financial statements of the other 
subsidiary company. 


In our opinion, these consolidated financial statements present fairly the financial 
position of the company as at November 30, 1977 and the results of its operations 
and the changes in its financial position for the year then ended in accordance 
with generally accepted accounting principles applied on a basis consistent with 
that of the preceding year. 


Vancouver, B.C. THORNE RIDDELL & CO. 
January 25, 1978 Chartered Accountants 


